










2016 lnterim Report 3 

Maryland Small Business Development Financing Authority 

Stanley Tucker, Executive Director of the Maryland Small Business Development 
Authority (MSBDF A), briefed the committee regarding MSBDF A and its financial programs. 
MSBDF A was created in 1978 to promote the creation and expansion of small, minority, and 
women-owned businesses in Maryland through several direct and indirect financing mechanisms, 
including loans and loan guarantees. MSBDF A reported on recent performance, noting that 29 
transactions totaling over $7.2 million in capital were funded in fiscal 2016 and reported a return 
on investment over the life of the program of 9.3 to 1. 

MSBDF A also reported to the committee on the demographic and geographic breakdown 
of the business owners participating in its programs. One of the co-chairs raised concerns over the 
low number of Latino and Latina-owned businesses participating in the program, particularly in 
Montgomery County. The committee discussed ways in which MSBDF A could increase its profile 
in the Hispanic community. MSBDFA noted that they intend to seek additional State funding to 
develop a formal marketing strategy and expressed an intent to devote some of those materials to 
underserved populations. 

November 16, 2016 Meeting 

Comptroller's Office - Update on Activities 

Comptroller Peter Franchot provided an update on the activities of the Comptroller's 
Office. The Comptroller's Office advises that during the most recent tax season the State collected 
a gross amount of $16.3 billion and processed approximately 3 .0 million individual tax returns. Of 
those 3.0 million tax returns, approximately 2.6 million were filed electronically. 

During the most recent year, the Comptroller's Office blocked nearly 11,000 fraudulent 
tax returns worth more than $18.5 million. In addition, the Comptroller's Office stopped the 
processing of returns from 61 tax preparers across Maryland who were suspected of preparing 
fraudulent returns. In an effort to further combat tax fraud, the Comptroller will reintroduce 
legislation during the 2017 session - the Taxpayer Protection Act - that seeks to strengthen the 
Comptroller's ability to protect Maryland taxpayers by providing the office with greater statutory 
authority to go after financial predators. 

The Comptroller's Office also provided the joint committee with more specifics in regard 
to a serious error they previously noted during last year's joint committee briefing. Separate audits 
conducted by the State and a third party auditor over the last year discovered the Comptroller's 
Office accidentally misdirected $21.4 million of local income tax payments from 2010 to 2014. 
Municipalities in Montgomery County accounted for $8.7 million of these misdirected funds, 
while the remaining $12. 7 million was identified in jurisdictions throughout the rest of the State. 
The municipalities who previously received tax revenues in error will be required to repay the 
State over a ten-year period beginning in fiscal 2024. The jurisdictions who were previously 
shorted their rightful share of income tax revenues over the five-year period will soon receive all 
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funds from the Comptroller's Office. These payments will be made from the local income tax 
reserve account. 

In an effort to correct the matter going forward, the Comptroller's Office also briefed the 
joint committee on its "Project Perfect." This plan involves technological upgrades, procedural 
modifications, independent biennial audits, and continuous address verifications to ensure that the 
Comptroller's Office does not misdirect income tax payments in the future. 

State Treasurer's Office - Update on Activities 

State Treasurer Nancy Kopp provided an update on the activities of the Treasurer's Office. 
Treasurer Kopp reported that in May 2016 all 3 rating agencies affirmed the State's AAA bond 
rating. Maryland is one of only 11 states in the nation with AAA ratings from all 3 rating agencies. 

There is general consensus among the rating agencies that Maryland's debt policies, fiscal 
management, and economy are all credit positives; however, the State's debt and pension burdens 
are concerns. All three rating agencies point to the State's history of strong, sound financial 
management, and the State's debt affordability guidelines and rapid amortization of debt are credit 
strengths that help offset concerns about the State's debt burden. Standard & Poor's and Moody's 
state that the Capital Debt Affordability Committee (CDAC) and the debt affordability process 
have a positive stabilizing effect on the State's debt profile. 

In September 2016, CDAC recommended $995 million for new general obligation bond 
authorizations to support the fiscal 2018 capital program. CDAC further recommended to 
maintain the authorization at $995 million in future fiscal years. With these debt levels, the debt 
affordability ratios remain within the CDAC benchmarks of four percent debt outstanding to 
personal income and eight percent debt service to revenues. 

The Treasurer thanked the joint committee for sponsoring legislation during the 2016 
legislative session that enabled the Treasurer's Office to invest State funds in supranational issuers. 
As a result of this legislation, the Treasurer's Office announced in November 2016 its decision to 
invest $250 million in World Bank green bonds. These bonds, which will support the financing 
of global climate action, have a coupon rate of 1.75 percent per annum and will mature in 
November 2021. 

The Treasurer requested that the joint committee introduce legislation for their office 
during the 2017 session. The proposed legislation would seek alternative funding for 
public/private partnerships but had not yet been finalized at the time of the briefing. 

Office of Legislative Audits- Review of Local Government Audit Reports 

Robert Garman, Assistant Director of Quality Assurance in the Office of Legislative Audits 
(OLA), presented information on the desk reviews of local government audits for fiscal 2015. 

OLA's report summarized the most significant and frequent problem areas his agency 
found during its annual review oflocal government audits. These problem areas include failing to 
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file an audit report; failing to present the audit or financial statements in accordance with generally 
accepted auditing and accounting principles; failing to present all required statements; lacking 
adequate disclosures; and the issuance of qualified or adverse opinions by an auditor. Two local 
governments - Deer Park and Marydel- had not filed an audit report for fiscal years 2013, 2014, 
or 2015, and seven other local governments - Baltimore City, Bel Air Special Taxing Area, Mount 
Savage Special Taxing Area, Glenarden, Hyattsville, Morningside, and Mount Rainier - had not 
filed an audit report for fiscal 2015. 

OLA reported that a letter describing the areas of noncompliance with the audit guidelines 
was sent to each local government and its independent auditor. For areas of noncompliance with 
State laws and potential financial problems, OLA requests that the local governments provide 
written descriptions of the actions to be taken to eliminate the conditions, when appropriate. OLA 
then reviews and evaluates the responses. 


